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By agreement with the Foreign 011 Policy Committee, 
I brought before Sir Frederick Phillips this afternoon, 
on the occasion of his visit to this office on other business, 
\v the reports regarding certain projects in the banking and 
6 currency field in Saudi Arabia. spoke quite openly. 


the past few years had proven continuously insufficient, The 
| British and American Governments had both been called upon ~ 
a ee to make up the deficits. The advances of the British Gov- 
ernment I understood now exceeded $20,000,000. The American 4 
13) 011 companies had advanced in the neighborhood of $10,000,000 w 
and now the American Government was on the point (after in- 
formal discussion of the matter with the British Government) 
of extending lend-lease assistance on a very modest scale 
to Saudi Arabia. Our participation in this assistance program 
naturally gave us an interest in all economic developments 
there, 


I said to him besides he wa doubt aware that Ameria. 
can o11 interests had large or'on beaaaneen ‘Saudi Arabia,-in , 
: 


\ I said that as he knew, the budget of Saudi Arabia over % 


the stability and welfare of which tpap Government,.had. §! 
great interest. 
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I informed him that reports had come to us from our 
representatives in Jidda and elsewhere that British rep- 
resentatives had been working out proposals and perhaps’ 
discussing these with representatives of Ibn Saud's Govern- 
ment which, according to our information, seemed to contemplate 
the establishment of a bank of issue in Saudi Arabia and a 
program of currency issue. We did not reliably know what 
the nature of the project under consideration was, or how it 
would operate, or how far it had been advanced, We would 
greatly welcome advices from the British Government on all 
of these matters. 


I stated that after due study of the subject it might 
well be, if there seemed to be an opportunity for any such 
useful undertaking at this time, we might wish to suggest to 
the British Government that it be carried out jointly by the 
American and British interests, but always in accord with 
Ibn Saud. Sir Frederick Phillips listened to these pro- 
fessions with calm and without any change in his friendly 
gaze, He said he would endeavor to fi out what he could 
as to what might be under consideration in these matters and 
put it at our disposal. He said he probably would act through 
direct inquiry of the Treasury, but it may be on thinking 
it over that he would want to refer the matter to the Babassy 
and have any future discussions on it carried on through the 
Foreign Office. 
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s he had pereeived no conflicts with the views of 
Stee. The Comal ttee that the Department should 
dnitiative in this me an@ guide its course, 


~ My. Thornburg outlined in detail hie views relative to 
; % of a government corporation, sueh as e petro- 
me: tion, whieh might contrast for foreign reserves 
etry whieh in turn would consist of a 
etors representative of all interested companies with 
ons government director. 


The Committee agreed that a memorandum coneernin, the need 

taining fore oil reserves be prepared in AP with « view 

being presen to the President by either the seeretary 
Leere - it was agreed that this memorandum should 

st the establishment of an independent al yy se or agenay 

a board of directors consisting of Jtate, vor, Nevy and 


at the diregtion of the res % or from Navy avpropriations. 
It wae further agreed that the memorandum should point out that 
as soon as the corporation is set up we should contract at once 
for reserves in Saudi Arabia, Iriq, Vonesuele and Colombia 
subjeat to consultation with the Sovernments concerned and for 
reserves in other areas, sueh as the Netherlands “ast indies, as 
soon ag such aetion may be poscible. 


4) Wr, Hise outlined for the Committee the question wiich 
has gen as to whether the ‘ar lepartment ehell directly operate 
the fields in the Nil as soon as sush action is pessible, or 
whether the a | will let contracts to the of] companies for that 

Mr, as atated that the “ar Department, which believes 
fields should be put back into operation at the earliest 


atated that aithough the committees recommended that the var 
Department operate the fields in the initial steges, the Shell 
Company now wishes the Army to let contrasts for operation, 

Mr. Hiss indieated that this probably reflects the Duteh devern- 
ment's reluotanee to see the Army operate the fields, beeause of 
that Sovernment'’s exagrerated coneern for its sovereign rights. 


Mr, Hise and Mr, eect stl were requested to ascertain 


from the PAW and the War Department the present atatus of this 
matter and to report beck to the Committee. 
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fo the American Minister, 


Cairo, 


The Secretary of State encloses for Ahe infornation 
of the Minister a copy of a ey conversation 
which took place on February 19, 1943 between an officer 
of the Department and Sir Frederick Phillips of the 
British Supply Council in North America, During this 
conversation Sir Frederick Phillips wae requested to as- 
certain from hie Government more detailed information 

| regarding certain projects being considered by the British 


Government in the banking and currency field in Saudi 
Arabia, 


Enclosure: 


ov 
Memorandum of conversation 
dated February 19, 1943, 
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To the American Chargé 4'Affaires ad interim, 
Jidda, 


j 
The Secretary of State aoa for the information 
of the Charg@ d' Affaires a copy/of a memorandum of conver— 
sation whieh toek place on February 19, 1943 between an 
officer of the Department and Sir Frederick Phillips of 
the British Supply Council in North America, During this 
conversation Sir Frederick Phillips was requested to as- 
certain from his Gevernment more detailed information re- 
garding certain projects being considered by the British 
Government in the banking and currency field in Saudi 
Arabia. 


Enelosure: 


Memorandum of conversation ~ 
dated February 19, 1943. 
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fl iF Sika! coerseona that Bohrein manager of 
Bank, British firm, has written Saudi Finance 
asking permission to optn branch in Alkhobar, 
Minister's reply unpredictable. 


A branch there would put {astern Bank in 
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Eastern 
Minister 


Finance 


better 


position to keep all banking operations in Dhahran 


area in its hands but any advanta;r to its Arabian 


customers is problematical. QOpenins branch of any 


other bank might be beneficial. 
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fee discussions mentioned in Department's 


70, September 17, 7 pem. it seems might lead to 
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establishment of a local bank or othr financial 
institution. (Foregoing is reported with thought ss 
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PROMs AMERICAN LEGATION, JIDDA, SAUDI ARABIA 
TOs Secretary of State, Washington 

DATED: November 21, 1943 

NUMBER: 194 


Bohrein manager of Eastern Bank, British firm, has written 
the Finance Minister of Saudi Arabia asking permission to open 
branch in Alkhobar, it is believed. It 1s difficult to predict 
the Finance Minister's reply. 

The Eastern Bank would be in a better position to keep all 
banking operations in Dhahran area in its hands if the branch 
were opened but there is a problem of whether it will be of any 
adventage to its Arabien customers, It might be beneficial to 
open a branch of any other bank. 

The Department's telegram no. 70, September 17, 1943, 

7 peme mentioned financial discussions. It seems these dis- 
cussions ade lead to.the establishment of a local bank or other 
financial institution. This is reported as it is thought the 
Department may wish to discourage opening of new banks in Arabia 
until there has been a formulation, with or without a bank, of 


a Saudi Arabian currency program. 
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Please exert such influence as you consider 
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appropriate in the exercise of your discretion to effect 
postponement of granting permission by the Saudi Arabian 
Government for the opening of the British bank described 
4) in N ., until such time as 
RY adequate consideration has been given to the long-range 
+ currency problems discussed by Gunter with King Ibn Saud 
It is stated for your confidential information that 
consideration is now being given to the possibility of 
establishing a branch of an American bank in Saudi Arabia 
ptr hee 
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November 27, 1943. 
a reply refer to 


The Secretary of State presents his compliments 
to the Honorable the Secretary of the Treasury and 
encloses copies of a paraphrase of tele no. 107, 
November 26, 19435, to the American Legation, Jidda, 
Saudi Arabia in regard to the currency problem in 
faudi Arabia, 


Enclosure: ( 
re of a parapHirase of 
telegram no. 1074 Ncevember 86 
to the American Legation, Jidda. 
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Secretary of State, Washington 
AMERICAN LEGATION, JIDDA, SAUDI ARABIA. 
_— 26, 1943 4 DeMe 





Your 194, November 21, 4 Pom. 

Please do what you appropriately can by the 
exercise of your influence within your discretion to 
have the Government of Saudi Arabia postpone the open- 
ing of the British bank mentioned in your telegram under 
reference until the long-range currency problems which 
Gunther discussed with King Ibn Saud have been given 
adequate consideration, 

Por your confidential information the possibility 
of establishing in Saudi Arabia a branch of an American 
bank is aoe being given consideration. 
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PARAPHRASE OF THIA GRAM skCEIVED 


FROM: AMISNICAN LEGATION, JIDDA, SAUDI AKARTA 
TOs secretary of State, washington 


DATIi“D 3 December lo, 19435 S259 pM. 
NUMBER: 207 


Legation's 194, November 2l, 4 p.m. 

Saudl Minister of Finance, after indirectly hearing 
the argument stated in the lar: paragraph o: the above 
referred to telerram, replied to Hastern Bank that pend- 
ing developments in connection with currency scheme he 
preferred to postpone action on the application. 


i 
inf. 
i 


Information concernins the present status of the 


joint currency plan is requested. 


MOOSE 


CROSS-REFERENCE FILE 


NOTE 


SUBJECT Proposed currency scheme for Saudi Arabia. 


Informs Lastern Bank recently requested permission to 


open a branch for-. 


For the original paper from which reference is taken 


See Tel. #2249, 9pm 


Dated December 6, 1945 Pon fae Deve (Kirk ) 


@. &. GOVERNMENT PRINTING OFFICE 1--1540 
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Dear Jimmy: 


5\y As you know, consideration is being given to 
the establishment of a Central Bank and an orthodox 

currency system in Saudi Arabia with initial joint 

ata American and British assistance. We hope to discuss 


this question with the British here in Washington 
soon. 


The Treasury has prepared a draft outline for 
the establishment of such a Central Bank which I am 
enclosing for your confidential information. This, 
of course, is only a first draft of the plan and 
probably will be subject to numerous changes or modi- 
fications. We should appreciate receiving such informal 
comments as you may care to make upon it. 


Sincerely yours, 


Enclosure: 


"Draft Outline for Central 
Bank of Saudi Arabia", pre- 
Cae? pared by the Treasury Depart- 
ay ment, 


James 8. Moose, Jr., Esquire 


¥y American Minister Residant and Consul, 
df Jidda. 
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DRAFT OUTLIEE FOR CANERAL BANK OF SAUDI ARABIA 


The funetions of the Contwal Ranks 


(a) 


(e) 


(a) 


iw fe) 


i “tae al aide aan a ecceelinn: wank oa Ve ka 
ef noney in Sauéi Avebia, both currency and coin, ant 
1% would be charged with the maintenanse of all fornus 
ef meney at par vith each other. Meney iseuwed by the 
Rank would be legal tender fer all debte public and 
private. 

The Bank would aseune responsibility for the sainten- 
anoe Of the exchenge stability of the riyal anf it 
would be empowered to enter inte agreements vith fereiga 
qgovermmente ané central banks end te carry cut exchange 
transactions nesessary te this end. 

The Bank vould be charged with the reapensibility of 
regulating private commercial banke ané agencies of 
private banke in Gaudi Avabie as well as money changers 
and exohange dealers. 

The Bank would act as ficeal agent of the Government 
en@ would provide euch assistance to the Goverancat as 
may be requested in connestion with fisesi poliey and 
the eollestion, accounting and disbursement of official 
funde. 

The Bank would alee perform the usual functions of a 
connereiel bank. 


Ti. Organi sation 


Ii. Gugeanieation of the Gentral Bank! 


(a) 
(p) 


(e) 


The Bank vould be established by royal deeree. 

The enpital ef the Bank vould be subscribed by the 

Goverment of Saudi Arabia. 

(1) Gapital would be provided in the form ef 10 
miliien rijyele in silver coin, the silver te be 
previded te the Government of Gaudi Avabie under 
ienfmlease arrangements. 

(2) The obligation to return to the United States 
Treasury the silver required for minting the 10 
million riyale would be aseumed solely by the 
Government of Saudi Arabia. 


The aanagement of the Bank would consist of a counission 


er beard of 6 menbera appointed by the King, 5 of vhen 
would be nominated by the King, 1 nominated by the 
Searetary of the United States Treasury and 1 nominated 
by the Chanceller ef the Exchequer. 

(2) The commiesion would be resident in Saudi Arabia. 
(2) The commiesion would seleet the managing director 
and other officers and enpleyees of the Bank. 
(3) The commission would determine the leeation of 
the head office of the Bank in Saudi Avebia and 
any wrenehes vithin the country. The sonmission 
might alee establish ageneies of the Bank cuteide 
of SavAi Avablie if any are required te carry cut 


Heke 





Maia and Cain Jase 

I. The Bank would be empowered to issue notes and esins as 
felleve! 
(a) notes redecmable in silver riyal coin; 
iG @ilver riyal eeine;* 
c ph peti coin of silver;* 

F ceine of nen~preeious netals.* 

sas} coc ls ace aha tien eae Uk ieee necaea Sae 
at apprexzinately 116-2/3 riyale per fine trey ounce), dehlar 
asseta (valued at appromiaately 3-1/3 riyale per Gellar), or 
sterling aseseta (valued at apprexiantely 15-1/5 riyols per 
pound) against ell outetanding notes. The gold vould be held 
either in the Bank's vaulte er on earmayk, and the dollar and 
sterling assets either as bank 4epesite or prine seouri ties. 

The Bank would maintain working reservee in riyal ccins 

againet outetending notes te meet requests for redenption. 
(Initially, the Bank would prebably have te saintain very 
high working reserves in coin, pevhape as high ne 90 percent, 
wntil notes beenme generally seceptable.) Hote! Frovisien 

, should alse be made for a Seignicrage surplus account equel 

| to half the @ifference betweag the nominal value of silver 
eoine end the coat of the silver bullicn. This avesunt would 
be « reserve te meet costs of reeoinage and nominal lesees 
Af silver bullion is sold te anequire foreign exchange, The 
operations of thie account are Geseribed nore fully delew. 


Korein 
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Foreicn ixehange Overs tions 

X. The Bank woulé maintain the exchange value of the riyal 
viewa-vie the Gellar and the pound sterling at such exchange 
rates as may be determined from tine te tise by a four-fifths 
(er perhaps unanimous) vote of the commission. It would buy 
riyale against payment in dollars or sterling and sell riyale 
for Golilera or aterling. Initially, the mean 4ellar-riyal 
and eterling-riyal ratee might be fixed as fellows! 

(a) 30.000 or 20.228 cents 
(e) 1/64 or 1/6.8~2/34 

Il. to faeliitate exnhenge stability of the riyal vie~-a-vie the 
dollar and the poun4 sterling! 

(a) The Bank would enter inte a stabilicution agreement 
whereby $1 willion of the resources of the United 
States exshange etebilication fund would be set aside 
fow etabiliaing the doliar-riyal exchange rete; and 

(>) The Rank would enter inte agreement with the Governnent 
of the United Kingdom whereby £260,000 would be ande 
available fer stabilising the pound sterling~-riyal 
exehange rate. 

772.The Bank might buy and sell ether exchange at rates 4eter- 
mined by the commission ané helé ainimum balances of such 
exehange. 

IV. The eprend between the Benk's buying and selling rates for 
éeljare, sterling and ether foreign exchange would be fized 
wy the coumission. Initially, 1% might establish buying ané 

selling 


eelling rates at 1 pereent froa the official nean rates, 
giving « eaxiew epreat ef 2 percent. 
Ranking Qnera tions 
X. Tae Bank vould aecept Genand and tine deposits of the 
public, including private banke. 
1%. The Bank would be authorised te make leans for pericds, upon 
eeourity, ana at interest rates 4etermined by the commission! 
(oa) eummereial ant agrieulturel leane for the financing 
of beth Gemantica ané foreign trade; 

(>) leane against real property or any other type of asset 
approved by the couniseion; 

(eo) eane not in exeens of @ million riyale to the Gevern- 
ment fer a peried up te 1 year 

Iz. ‘The Bank aay buy and eel in the Gemestic market: 

(a) geld coin ant bullion; 

(e) counereial and agriqultural paper and securities ap- 
preoveé by the commission; and 

(e)} Government seeuri ties. 

TV. The Bank sheulé held adequate resources of riyal ecine to 
meet needs of Gepositere ané note holders. 

Ableeation of iaraings 

I. The twe principal sources of carnings would be! 
(a) fwom exchange ana banking eperations, ané 
(be) frem seiguiorage on coins. 

Iz, AML of the reesipts from exchenge ané banking operations would 
be avallabie te meet the expenses of the Bank. ‘The net 

earnings 


 qayninga wight be appertione’ as folleve! 

(a) G@iwidents of 4 percent to the Government; 

(») 98 pereent of earnings in exeess of Gividends te 
the Government, and the renainder to carne’ surplus 
ef the Bank; 

(oe) %¢ 20 reecmmended that the Governnent place all of 
ite Gividen@s and ite share of af@Gitional earnings inte 
@ apeeial reserve accowt with the Bank te acet the 
Government's obligation to retwn silver under lenéd- 
lease aprengenents. After an adequate reserve has been 
aeoumulated, the Government woulé be free te we the 
Gividents and ite chave of the afditivnal earnings for 
governmental expenses. 

TIX,  Selignicwage from coinage would be placed in a ecignicrage 
surplus secount. The selgniorage sight be appertioned as 
folleva! 

(a) One-half of the net increment in this account would be 
paid te the Gevernment as ite share of the seigniorage. 

(~) The remainder would be held in the seigniorage surplus 
account af a reserve te meet costa of reecinage and 
lessen from enle of silver bullion if thie dhoulé be 
neeesaary te sequire foreign exehange “hen abnornal 
anjunte of wiyal eeine are returned to the Bank. 

(oe) 30 te resemented that the Government place all ef ite 
hare of the seignicrage surplus inte the special reserve 

ageount 


o Va 


ecceunt with the Bank to nest the Governnent's 
obligation te return silver wider lend-lease arrange- 
mente. After an adequate reserve has been aceumulated, 
the Government would be free to use ite share of the 
seigniorage fer gevernmental expenses. 
sgeoumting presedure 
I. The principal aecete and liabilities ef the Bank are show 
om the following balenee sheet fern! 


Ralanee Sheet Fore 
| ee ll ee 
i. Geinet 7. uesee in cireu- 

ae tien 
silver ~—! 8. ite: 
2. tine 
3. 8 9. Gap 
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II. The aeset accounts! 
(3) Riyal and evbuidiary end miner coine at their nominal value. 
(8) Geld in vawlte ané on carmark at 116-2/8 or 116.708 riyale 
a fine eunec. 


(3) Pereign 


Vereign exchange in the fern of deposits and prine 
chert-term investments at the sean official rates of 
exehange. 

Gonmercial and agricultural paper et saturity value. 
Certifientes of infebtedneses of the Government of Saudi 
Avabia. 

Other accoumts reecivable, property, ete. 


72Z. The liability ené capital aecounts! 


(7) 
(a) 
(9) 
(10) 


(a) 


Hotes in airewlation (notes issued less actus in vault). 

Demand and time deposits. 

Gapitel eubseription of the Government of Seudi Aredia. 

Surplue aceount fer seignicrage on eins, showing 

the 4ifferense between the cost of minting new coins 

and their newinal value. ‘The net balanee in the eecount 

would be equal te at least one-half the Gifferenee between 

the nominal value of eiiver oeins and the cost ef the 

silver bullion. 

Surplus account for net earnings from exchange trane- 

actions and banking operations, ani other operations 

after payment of Gividends and the Government's share 

of the net earnings above Gividends. 

Government's reserve ascount to meet lend~lease silver 

obligations. This account will be credited wi th 

Governnent's dividends, ite share of the net earnings 
not 


» «= 


not eredited te surplus, and ite ahare of the 
Sseigniocrage aecowt. Thie account will be debited 
with the eest of allver acquired to return te the 
United States Treasury. 

(13) Unearned discount, accrued expenses, other accounts 
payable, ete. 


apuenGis on Coinage 
The present Saudi Arabian coins in cirguleation are: 
| Remomine tion Metal Gress veins = Fineness 
riyal silver 140 grnine -916-5/4 
1/2 riyal eilver 90 grains * -916—2/5 * 
1/4 riyel ellver 46 grains * -916—2/3 * 


quereh (1/22 riyal) nickel 
halel (1/4 quersh) 


* Aseumea weight ond fineness 

In addition, gold severeigne and some silver rupees sid Narie 
Theresa dollars eirculste. 

A thorough reorganisaetion of the Saudi Arabian monetary syeter 
should probably involve a reduetion in the present fineness of the 
Piyal. This would have the advantages of increasing the seigniorage 
and raising the present low melting point of 87.3 eents an ounee. 
While ultimately a reduetion in the fineness to .400 would be 
desirable (giving « selting peint of $1.00 an ounee), it is probebly 
beet to continue ieeuing the present riyalse during the initial 
periea of the Bank's operations. 

there 
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Jidd@ea, Sauwii Arabia, Mere ENT OF STATE 
DEPARTMENT OF STATE 


Subject: Comment on Proposed Establishment of 
Central Bank in Sawili | 1944 Ky 


nvisiON OF 
A EASTERN AFFAIRS 





, 8 
I have the honor to on thai so éf uf 
artment's strictly confidential struction no/ 118 
March 2, acel enclosing a memorandum of conversation, 
? 


p lly 2 and an undated memorandum from the 


Bae Department, both relating to the proposed Bank 
. : 


Arabia. 


: no ra ge 4 of the memorandum of conversation, the 
possibility was suggested that Great Britain might 
relinquish all responsibility, and the Government of 
the United States might assume full responsibility, 
for subsidies necessary to keep the Saudi Arabian 

t in balance pending a substantial increase in oil 


production. 


It. may be of interest to the Department to know 
that this same possibility has been casually suggested 
by two successive British Ministers *e Saudi Arabia-- 
Mr. F, H. W. Stonehewer Bird and Mr. 3S, R. Jordan. 
There is no reason to Retlage a that their remarks were 
anything more than an expression of their personal re- 
actions to the assistance already given to Saudi Arabia 
by the United States. 


The last sentence on the same page assumes that 
development of Saudi Arabia by competent American and 
technical missions can make the country self-supporting 
when ofl resources are exhausted, It might be advisable 
to have expert rg on this point, to determine 
poser od er not production, excluding oil, can 
ever developed to an extent where it will support 
even the present population of the country. 


The Treasury Department's memorandum refers in 
several places to the lack of banking facilities in 
Saudi Arabia. On the first page it states that "there 
factory facilities for remitting funds to 






vevirom Se Arabia, and exchange in large amounts is 
eat bie". . It may be questioned that Lege 


+p pee in Saudi Arabia caused any 
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maintains an agency in Jidda which performs banking 
services, and to a lesser extent, the British firm 

of Gellatly, Hankey & Co. (Sudan) Ltd., does likewise. 
So far as ‘the Legatidn is ‘ware, the Netherlands 
Trading Society has been equal to all demands made 
upon it; and at all times it has been able to sell 
dollars and other exchange in excess of demands. One. 
characteristic of the Jidda money market for many 
months past has been the relatively a7 ee demand for 
local currency by sellers of dollars (Arabian American 
041 Company and Saudi Arabian Mining Syndicate) and of 
sterling currencies (the oil company and the Saudi 
Government). There have been no corresponding offers 
to sell lecal eurrency (riyals) because of the 
difficulties in the way of importing commodities and 
equipment from other countries. 


Page 2 of the Treasury Department's memorandum 
refers to the establishment of “some small industries 
utilizing raw materials readily available in the area”. 
This reference apparently makes the same fundamental 
assumption as that discussed in the fourth paragraph 
of this despateh. There may be some doubt that raw 
materials are readily available in Saudi Arabia. The 
limited extent of Saudi Arabian resources, outside its 
oil, seems not be understood. 


Qn page 3 it is stated that "the capital of the 
Bank would be ten million riyals, all of which would 
be subseribed by the Government of Saudi Arabia. The 
funds for this purpose could be acquired by the 
Government through the lend-leasing of .... silver from 
the United States ....". Umdoubtedly the Treasury has 
aljreda@y thought of connecting this capital investment 
With the scheme. for the conversion of dollars into 30¢ 
Yiyals. For that plan the Saudi Arabian Goverment has 
requested a ten million riyal fund ef Lend-Lease silver; 
and the fund, if established, would serve one of the 
purposes for which the Bank is intended. It would 
therefore seem logicel to expand the conversion fund 
into bank capital when the bank is organized. 


The composition of the commission entrusted with 
the management of the Bank (page 4) might require 
limitation. It would be undesirable, for example, if 
the King were to exercise his right of nomination to 
She  comms.aaien n a way Which would upset the equilibrium 
of Ameriecan-British representation. 


"The currency and coin issued by the Bank would be 
legal tender in unlimited amounts for all debts, public 
and private” (page 5). "In addition, the Bank should be 
given authority to regulate the activities of money 
changers and exchange dealers, and it should be 
specifically authorized to establish regulations govern- 
ing-trensactions in foreign exchange” (page 6). ‘This 


might 
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might be the legal situation, but to make the control 
‘ective would be difficult end would take much time. 
The local government has tried to regulate certain 
operations of the money changers, and the exportation 
of. ious metals, but without notable success in 
either case. It. has algo forbidden the execution of 
contracts fixed in any currency other than the qirsh 
({n practice the riyal), but contracts in terms of 
gold continue to be the local practice. 


It 1s contemplated that "initially the Bank 
would .... maintain very large balances of coin, 
perhaps as much as 50 per cent of the note circulation, 
until the general acceptability of its note issue is 
established". Fifty per cent would undoubtedly be too 
small at the beginning. When the notes are first put 
into eirculation, they will be considered as checks or 
drafts to be presented for redemption as soon as 
possible. 


"The Bank would also be authorized to make loans 
for periods, upon security, and at interest rates 
determinéd from time to time by the commission" (page 
12)." This statement is apparently based on the 
assumption that interest can be charged and collected 
in Saudi Arabia in accordance with usual banking 
practice. There is some doubt that it can. The Koranic 
law is the law of Saudi Arabia; and that law, as 
cre rag by ne en goes to considerable length to 
prevent the collection or payment of interest of any 


2 


Taterest. is, of course, paid; but it is always 

concealed by waking notes larger than the sums 
actually loaned, or by charging “commissions” for 
nagina services, or by. other subterfuge. 
onse re it s that any central bank would be 

to bow to the law of Allah, and would be unable 
to collect interest in the normal fashion. Probably 
it would not, be able to collect interest from the Saudi 
Arabian Government at all. 





A problem which seems worthy of attention in this 
connection is that. of eliminating the 22-to-1 ratio 
between the “common” Qirsh and the riyal; or of 11-to-1 
ratio between the "Miri" Qirsh and the riyal. Even 

At invelived abandoning the qirsh as a unit, it 
would be a great help to place the subsidiary coinage 
on a dee system. 


~The foregoing is submitted in the hope that it may 
be of interest to the competent Treasury Department 
officials. 


Re 
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egation, Cairo, for Mr. Mikesell. 


Copy to the American 
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TELEGRAM RECEIVED 


BE~162 ee fT 
This telegram must be 
closely paraphrased be- Dated April 350, 1944 
fore being comaunicattd FROM . oP cae 
to anyone. (SC) Recta 5:36 p.m,May 2nd 
| nya 07 y] ae 
Secretary of State ‘2 ‘On Iw 
te cy 3 iv : 
Washington DIVISION OF 


|_NEAR EASTERN AFFAIRS 

136, April 50, noon 

In my opinion it would be beneficial to submit 
proposal for Saudi Central Bank without delay. , 
Hepackinnst & Ge, kooks 13, 7 bem. and my 135, Aoril 
29,11 deme 

Can Department indicate how long it would take 
Treasury to formulate proposal,. 


MOOSE. 
EDA Fle 
HoH ag THE ORDER See =—_ 
oe: LLADO ‘sy 
yy io na) 
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Department of State ~---— Salo 


Charge Department: 


Charge to W ashington, ; , 9 qu 


AMLEGATION, 
JIDDA. 


AG 


You should not (repeat not) initiate further 
discussions with the King or Saudi Arab officials re- 
garding the proposal for a Central Bank referred to in 
your 136, April 30, noon, without specific instructions 
from the Department to do so. 

Department is awaiting reply from London regarding 
the proposal to the Foreign Office outlined in Department's 
80, May 1, 5 peme to youe If the Foreign Office concurs 
in this proposal, it is expected that discussions will be 
resumed immediately in Washington with British Treasury 
officials regarding plans for a Saudi Arabian Central 
Bank or similar institutions established under joint 


American and British auspices. 
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N Mr, Parker: 


I discussed Mr. Alling's suggestion with Glendenning 
of Treasury. He pointed out that his reason for suggest- 
ing that the Central Bank do a regular commercial banking 
business was to insure that the profits from such bhsiness 
will accrue to the Saudi Arabian Government rather than to 
foreign banks, He said it was customary for Central Banks 
in the Middle East to have a commercial banking department 
and pointed out that in most cases this did notpreclude 
operation of private foreign banks in the same country. 

He felt 1t would not be politically feasible to have the 
National City Bank participate in the profits of the Central 
Bank, though there would be nothing to prevent it from es- 
tablishing a branch in competition with the Central Bank, 
as several banks have done in Iran, for example. However, 
there might be some question as to whether there would be 
enought business for both the Central Bank and National 
City in Saudi Arabia, and it may be that if National City 
knew of Treasury's plans for the Central Bank, they might 
wish to postpone Mr. Babb's inspection trip until the 
situation is clarified, 


It should be emphasized that Treasury has not taken 
any formal position on this. Mr. Glendenning's plan has 
not even received the approval of his immediate superior, 
Mr. Bernstein, as a basis for opening conversations with 
the Department of State, However, I must admit that Mr. 
Glendenning's argument appears to me to have considerable 
weight, both political and economic, and I doubt whether 
the Department will wish to object to the Central Bank's 
doing a commercial banking business, if Treasury says it 
is practicable. I believe our encouragement of National 
City was based on the belief that the Saudi Arabian bank 
would be solely a bank of issue, or a currency board of 
the type suggested by the British. It then seemed ad- 
visable to see that the commercial banking business was 
also under American Government supervision, through the 
existence of a branch of an American commercial bank. 

This would no longer be necessary if the Central Bank were 
to handle both the note issue and enough of the commercial 
banking business to establish a fair rate of interest etc. 
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Even if it 16 impossible to get an official state- 
ment from Treasury in the next few days, because thetr 
etaff is occupied with matters which they consider of 
greater importance, you may want to consider advising 
the National City Bank of the apparent trend of thought 
on the matter, so that they can decide whether the ex- 
pense of Mr. Babb's trip is justified, 
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THE BRITISH SUPPLY COUNCIL IN NORTH AMERICA 


Box 680 
BENJAMIN FRANKLIN STATION 
WASHINGTON, D. C. 


TELEPHONE EXECUTIVE 2020 


* 





February 22, 1943. 


My dear Feis, 


You asked me the other day whether I knew 
. anything of a proposal to start a note issue in Saudi 
Arabia. TI have consulted the Embassy, and find that 

we know nothing about it. The Embassy are telegraphing 





to London and we will let you know the result. oo 
wo ) 
oO 
Yours sincerely, Th 
e 
Filho pei 
a 
fm 
N 
i 
N 
(F, Phillips) fh) 
pS ° 
or 


Mr. H. Feis, 
Department of State, 


Washington, D.C. 


ew 
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CATT RECESS Te ae 


February 24, 1945. 


My Gear Gir Prederick: 


Thank you for your nete advisi that you have 
consulted with the Embassy in connection pote the reports 
about which I spoke te you the other of projeets to 
start banking or note issue rations in Seudi Arabia. 

I should be greatly interes in being advised by the 
Embassy as soon as they may have heard from London. 


Sincerely yours, 


Herbert Feis 
Aaéviser on International 
Economic Affairs 
Sir Frederick Phillips Jf 
The British Sepeis Couneil in North America, 
Box 660, 
Benjemin Franklin Station, 
Washington, D. C, 
oF 
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DEPARTMENT OF STATE 
Memorandum of Conversation \<c,, «st 
. ARTMENT © 


Soe ed DATE: Jan, 19, 1944, 
f' | 
BJECT: 


Treasury Plan for Establishment of Central Bank in Saudi Arabia: 
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SaTty 





Messrs, White, Bernstein, Friedman and Glendenning, 


Treasury Department. 
Messrs. Landis, Livesey, Parker and McGuire, Department 


of State. 


PARTICIPANTS: 
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‘The meeting was called primarily to discuss the Treasury's ol 
draft outline for a Central Bank of Saudi Arabia. Several other om 
matters were mentioned briefly. Mr. Bernstein announced that the 
7,000,000 riyal coins produced by the United States mint would bex, 
shipped within a week and should arrive not later than March lst om 
in Saudi Arabia, Saudi Arabia has requested an additional ' 
20,000,000 coins under lend-lease for the year 1944, but it is _ 
possible that they may raise the amount of this request, in view «<O 
of new budget figures recently reported by the American Legation. B 


The King has reacted favorably to Treasury's proposal that 
he sell riyals to the Legation and American commercial companies 
against dollar drafts at the rate of 30 cents per riyal, with the 
dollar balances being convertible into gold at the King's request, 
The King asked only that additional silver riyals be supplied him 
under lend-lease in an amount equal to the quantity of riyals s0ldqg@ 
to the Legation and the companies, Mr. Bernstein does not believey; 
the King will need quite that many additional riyals, since there ~, 
will be some turnover of the supply already shipped or to be = 
shipped, but Treasury is ready to supply all necessary coins, 
However, if the King does not exercise reasonable restraint upon 
ais expenditures, he will have to be told that there is a limit 
to the amount of lend-lease silver coins we will supply. 
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To Mr. Parker's suggestion that a financial expert be 
assigned full-time to Jidda, Mr. White replied that good men 
were hard to find, and could not be spared for what he con- 
sidered a relatively unimportant post, while a mediocre man 
would do more harm than good, He commented that Treasury had 
a dozen men in the Armed Forces who could handle this job, 
and Mr, Parker then said that he would like to undertake to 
get one of them released, He felt that the Army and Navy were 
so impressed with the military importance of the oil reserves 
in Saudi Arabia, that they would give careful attention to 
such a request, and Mr, Landis agreed, . White promised to 
give Mr. Parker a list of men in the armed services who would 
be competent to do the job. Mr. Parker explained that his 
idea was to have the man assigned as an American foreign 
service officer at first, and that later, when the man had 
gained the confidence of the King, he might be asked to be- 
come an employee of the Saudi Government, or become the American 
member on the board of directors of the new Central Bank. 


Mr. Bernstein then read the draft outline for the proposed 
Central Bank, a copy of which is attached to the original of 
this memorandum, He commented on certain technical details 
which were unique, or might be of special interest to the 
Department of State. Some of these points are mentioned below, 
The references are to the appropriate sections of the attached 
draft outline. 


ig and a 
i te) Note that the a Bank would do a regular com- 


mercial banking business, the profits from which would accrue 
to the Bank or to the Government, Private banks could, of 
course, operate in competition with the Central Bank, if there 
were emough of such business, 


II (c) The management of the Bank is patterned after that 
of the Chinese Stabilization Board, and provides for equal 
British and American participation, but with Saudi Arabians in 
the majority. 

Note b 

I (a) The notes will be "redeemable" in silver fiyal coin, 
but will not be backed by silver. The reserves of the Bank 
will be gold and foreign exchange, except for working reserves 
in coin, as explained in Section II, 


Foreign 


=S< 


, 
7 ral and © White the Treasury would like to set the 


dollar riyal rate at an even 50 cents a riyal, it may be 
desirable to give the riyal exact parity with the Indian 
rupee, since most of Saudi Arabia's trade is with India. 

The rupee-sterling rate is 1 rupee to 1 shilling/6 pence, 

but 1 shilling/6 pence equals 30.225 cents at the present 
dollar-sterling rate. If the dollar-riyal rate were set at 
50 cents to the riyal, the riyal would be worth 1 shilling/ 
5.8 2/3 pence, This is a minor detail to be resolved through 
discussion with the British, 


I. Mr. Bernstein asked that the State Department indicate 
how much freedom it believed the Saudi Arab majority on the 
board should be given to change the exchange value of the 
riyal. Should the riyal be "tied" to the dollar (or to sterling) 
or should Saudi Arabia retain freedom to determine its value 
independently? Mr. Parker said that at first glance he would 
think the Saudi Arabs should retain the right to independent 
determination of exchange rates, but after Mr. Bernstein ex- 
plained that this right might be abused or used unwisely, 

Mr. Parker agreed that the matter would require considerable 
thought and discussion, 


IV, Mr. Bernstein pwinted out that the bank should be 
able to profit through ite buying and selling of exchange. 
Since the Saudi Arab budget is badly in need of revenue, a 
5% tax on exchange transactions might be considered, in ad- 
dition to the spread between buying and selling rates. 


Banking pepe ious 
(c 46 limitation on government borrowing from the 


bank is a very important provision, intended to prevent the 

King from thinking of the Bank as a source of funds to balance 

his budget, The budgetary deficit must be handled as a 

separate problem. The Bank will help only through the profits 

4t makes on seignorage, exchange and other business, part of 

which will be paid over to the government. (However, most of 

the government's share of profits should be reserved for re- - oh 
pareen of lend-lease silver until it has all been returned.) \. 


See the section on Allocation of Earnings. al 
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Allocation of Earnings 

_ IIL, Seignorage will be substantial. Treasury spoke in 
terms oF 50% seignorage, on the assumption that Saudi Arabia 
will not have to pay more than the present "world price" of 
45¢ per fine ounce for the silver returned to us in settlement 
of her lend-lease silver debt. (I suspect she may have to pay 
a higher price, since she will be competing with many other 
recipients of lend-lease silver, all of which must be returned 
within five years after the end of the war, but that is a 
matter of opinion). At 454 per ounce, the 165 grains of fine 


oe 


silver in each Saudi riyal coin will eventually cost the bank 
13 1/2 cents, Minting costs will amount to about 1¢ additional, 
so the cost of each riyal minted from lend-lease silver will be 
14 1/2 cents, while its value as currency will be 30 cents., In 
terme of Saudi Arab currency, with one riyal equal to 30 cents, 
this is equivalent to saying that for every riyal minted, the 
bank will make a seignorage profit amounting to 1/2 riyal. 
Treasury recommends that this amount be credited to Account 

No, 10 in the Balance Sheet Form on page 7 of the draft, as 
though the silver had already been purchased at 45¢ per ounce. 
Half of this is to be the Government's share, but it will be 
recommended that the Government allow its share to be trms- 
ferred to a "lend-lease reserve account" (Account No. 12) along 
with all other government dividends and participation in bank 
earnings, until the reserve account equals the value (at 45 
cents per ounce) of all lend-lease silver received from the 
United States. Mr. Bernstein believes that the various opera- 
tions of the bank will provide ample returns to the government 
to enable it to pay back any reasonable amour of lend-lease 
silver. Of course, if Congress could be counted upon to for- 
give the lend-lease silver debt, the Government's share of bank 
revenues could aid substantially in meeting the Government's 
current budgetary deficit, But that will probably have to be 
covered in some other way for some time to come, until oil 
production and oil royalties increase, 


Mr. Landis and Mr. Parker said that they were very pleased 
to see that such excellent progress had been made, Mr. Bernstein 
asked whether the State Department felt that the time had 
arrived for opening discussions with the British. British 
Treasury representatives have expressed their readiness to 
discuss the Bank plan, but the State Department has not yet 
received a formal reply to its aide memoire requesting such 
discussions, Mr, Parker said he would attempt to get such a 
reply for the record and suggested that Treasury postpone diis- 
cussion for a few days. 


Mr. Bernstein said that he realized that the problem of 
the Saudi Arab’ Government deficit would come up early in any 
discussions with the British, It is hoped that some arrange- . 
ment can be worked out whereby the United States and Great 
Britain will share equally the burden of supporting the economy 
of Saudi Arabia until such time as oil royalties become suffi- 
cient to enable it to stand on its own feet. It was hoped that 
the British would be able to throw some light upon the reasons 
for the continually increasing deficit, and suggest some means 
of exercising budgetary controls. ; 


Treasury 


wi Ses 


Treasury promised to send to the State Department two 
notes: 
(a) Note on method of accounting for lend-lease silver 
after establishment of the Central Bank, 
(b) Note on needed general economic information about 
Saudi Arabia, and possible procedures for British-American 
cooperation in solving her problems, 
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DRAFT OUTLINE FOR CENFRAL BANK OF SAUDI ARABIA 
Functions and Grganisation 


The functions of the Central Bank: 


(a) The Bank would act as the exclusive agent for the issue 


(b) 


(e) 


(a) 


(e) 


(a) 


ef money in Saudi Arabia, beth currengy and coin, ani it 
would be charged with the maintenanse of all forms of money 
at par with each other. Money issued by the Bank would be 
legal tender for all debts public ani private. 

The Bank would assume responsibility for the maintenance 

of the exchange stability of the riyal and it would be em- 
powered to enter inte agreements with foreign governments 
and central banks and te carry out exchange transactions 
necessary to this end, 

The Bank would be charged with the responsibility of regulating 
private comercial banks and agencies of private banks in 
Saudi Arabia as well as money changers and exchange dealers. 
The Bank would act as fiseal agent of the Government and 
would provide such assistance to the Government as may be 
requested in connection with fiscal policy and the collection, 
accounting and disbursement of official funds, 


The Bank would also perform the usual functions of a commercial 
bank. 


Organisation of the Central Bank: 


The Bank would be established by royal decree. 
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(b) ‘The capital of the Bank would be subscribed by the 

Governnuent of Saudi Arabia. 

(1) Capital would be provided in the form of 10 million 
viyals in silver coin, the silver to be provided to the 
Government of Saudi Arabia under lend-lease arrangenents. 

(2) The obligation to raurn to the United States Treasury 
the silver required for minting the 10 million riyals 
would be assumed solely by the Geverment of Saudi Arabia. 

(e) hie managunand of the Dek weld eemmlek Of & Semis 
board of 5 members appointed by the King, 3 of whom would 
oh 044 be nominated by the King, 1 nominated by the Secretary of 
fav the United States Treasury ani 1 nominated by the Chancellor 
of the Exchequer. | 

(1) The commission would be resident in Saudi Arabia. 

(2) The ccamission would select the managing director ani 
other officers ani employees of the Bank. 

(3) The commission would determine the location of the head 
office of the Bank in Saudi Arabia and any branches 
within the country. The commission might also establish 
agencies of the Bank outside of Saudi Arebia if any are 
required to carry out the operations of the Bank. 

Note and Coin Issue 

Ie The Bank would be empowered to issue notes and coins as follows: 

(a) notes redeemable in silver riyal coin; 
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(bo) silver riyal coins;* 
(ec) fractional eeins of silver ;” 
(4) minor coins of ncn-presious metals.” 

II. The Bank would maintain reserves of 50 percent in gold (valued at 
approximately 116-2/3 riyals per fine trey ounce), dollar assets 
(valued at approximately 3-1/3 riyals per dollar), or sterling assets 
(valued at approximately 13-}5 riyals per pound) against all out- 
standing notes. The gold would be held either in the Bank's vaults 
or on earmark, and the dollar and sterling assets either as bank 
deposits or prince securities. 

The Bank would maintain working reserves in riyal coins against 
outstanding notes to meet requests for redemption. (Initially, the Bank 
would probably have to maintain very high working reserves in coin, 
perhaps as high as 90 percent, until notes became generally acceptable. ) 
Notes Provision should also be made for a Seignierage surplus account 
equal to half the difference between the nominal value of silver coins 
and the cost of the silver bullion. This account would be a reserve to 
meet costs of receinage and nominal losses if silver bullion is sold to 
acquire foreign exchange. The operations of this account are described 
more fully below. 

Foreign Rushenge Operations 
Ie The Bank would maintain the exchange value of the riyal vis-a-vis 
. the dollar and the pound sterling at such exchange rates as may 





“See Appendix on Coinage. ~ 
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be determined from time to time by a four-fifths (or perhaps 
unanimous) vote of the commission. It would buy riyals 
against payment in dollars or sterling and sell riyals for 
dollars or sterling. Initially, the mean dollar-riyal andi 
sterling-riyal rates might be fixed as follows: 

(a) 30.000 or 30.225 cents 

(bo) I/6d or 1/5.8-2/3d 

II. To facilitate exchange stability of the riyal vis-e-vis the 
dollar and the pound sterling: 

(a) The Bank would enter into a stabilisation agreement 
whereby $1 million of the resources of the United 
States exchange stabilisation fund would be set aside 
for stabilising the dollar-riyal exchange rate; and 

(bv) ‘The Bank would enter into agreement with the Government 
of the United Kingdom whereby &250,000 would be made 
available for stabilising the pound sterling-riyal exchange 
rate. | 

IIx. The Bank might buy and sell other exchange at rates determined 
wy the comission and held minima balances of such exchange. 

Iv. The spread between the Bank's buying andi selling rates for dollars, 
sterling ami other foreign exchange would be fixed by the commission. 
Initially, it might establish buying and selling rates at 1 percent 
from the official mean rates, giving a maximum spread of 2 percent. 
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Banking Operations 
The Bank would accept demand and time depcsite of the public, 
The Bank would be authorised te make loans for pericds, upon 
security, and at interest rates determined by the comission; 
(a) commercial and agricultural leans for the financing 
ef both donestic and foreign trade; | 
(>) Jeane against real property or any other type of asset 
appreved by the comission; 
(c) leans not in exeess of 2 million riyals to the Geverment 
for a peried up te 1 year. 
The Bank may buy and sell in the domestic markets 
(a) gold coin and bullion; 
(bd) commercial and agricultural paper and securities approved 
by the comission; and 
(e) Government securities. 
The Bank should held adequate resourses of riyal ocins to meet 
needs of depositors and note holders. 
Allocation of Rarnings 
The two principal sources of earnings would be: 
(a) from exchange and banking operations, and 
All of the receipts from exchange and banking operations would 
be available to weet the expenses of the Bank. The net 
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earnings might be appertioned as follows: 
(a) dividends of 4 peromt te the Government; 
(bo) -75 percent of earnings in excess of dividends te 
the Government, and the remainder to earned surplus 
ef the Bank; 
(e) It is recommended that the Government place all of 
its dividends and its share of additional earnings into 
@ special reserve account with the Bank to meet the 
Government's obligation to return silver under lend 
, lease arrangements. After an adequate reserve has been 
accumulated, the Government would be free to use the 
dividends and its share of the additional earnings for 
governmental expenses. 
ITIL. Séigniorage from coinage would be placed in a seigniorage surplus 
account. The seignicrage might be apportioned as follows: 
(a) One-half of the net increment in this account would be 
ask tow Min Mneeiidniadls ih the hacen 0d Yk wohhinnas 

(b>) ‘The remainder would be held in the seigniorage surplus 
account as a reserve to mect costs of recoinage and 
lesses from sale of silver bullion if this should be 
necessary te acquire foreign exchange when abnormal 
amounts of riyal coins are returned to the Bank. 

(ec) It is recommended that the Government place all of its 
shave of the seigniorage surplus into the special reserve 


-Jo 


account with the Bank to mest the Gevern=znt's 
obligation to return silver under lend-isase «:range- 
mente. After an adequate reserve has been accumlated, 
(ae Gevertment would be free to we its share of the 
seigniorage for governmental expenses. 
Agoounting Procedure 
I. the principal assets and liabilities of the Bank are shom 
on the following balance sheet form: 


Balance Sheet Form 
ee 
1. Goines 7. Notes in cireu- 

es tion saa 
eabekiary silver — 8. Deposits: 

;: = a 0. capital ia 
. 8 ‘ iin 
“inte cae a 10. a 

assets -—- on silver se 
or Memes ll. = 
de comms and agrt- 12. Government lend- 
5. Gerben’ beeen 13. Other liabilities —~- 
6, Other sasets — 
Total _ Total — 


(2) Riyal and subsidiary and minor coins at their nominal value. 
(2) Gold in vaults end on earmark at 116-2/3 or 115,798 riyals 
@ fine ounces. | 


(3) 


(4) 
() 


(6) 


Foreign exehange in the form of deposits and prime 
short-term investments at the mean official rates of 
exchange. 

Gommereial and agricultural paper at maturity value. 
Gurtifienten of indsbtednees of the Govevenant of Saati 
Arabia, 

Other accounts receivable, property, ete. 


III. The liability and capital accounts: 


(7) 
(8) 
(9) 
(40) 


(12) 


(12) 


Notes in circulation (notes issued less notes in vault). 
Demand and time deposits. 

Capital subscription of the Government of Saudi Arabia. 
Surplus account for seigniorage on coins, showing 

the difference between the cost of minting new coins 


and their nominal value. The net balance in the account 


would be equal to at least one-half the difference between 


‘the nominal value of silver coins and the cust of the silver 


bullion. 

Surplus account for net earnings from exchange transactions 
and banking operations, and other operations after payment of 
dividends and the Governnent's#hare of the net earnings 
above dividends. 

Governsent's reserve account to neet lend-lease silver 
obligations. This account will be credited with Governnet's 


dtnidiiide,, ia thaws of te wet éarnings not evetives 
to surplus, and its share of the seigniorage account, 
_ This account will be debited with the cost of silver 
acquired to return to the United States Treasury. 
(13) Unearned discount, accrued expenses, other accounts 


payable, ete. 
Appendix on Coinage — 

The present Seudi Arabian coins in circulation are: 
Denomination = = Metal Gress Weight Fineness 
riyal silver 180 grains -916-3/4 
1/2 riyal silver 90 grains * +916~2/3% 
4 riyal silver 45 grains 96-2/ 9" 
quersh (1/22 riyal) nickel . | 


halel (2/4 quersh) 
% Asgumed weight and fineness 

In addition, gold sovereigns «14 some silver rupees and Maria 

A thorough reorganisation of the saudi Arabian monetary system 
should probably involve a reduction in the present fineness of the riyal. 
This would have the advantages of increasing the seigniorage and raising 
the preset low melting point of $7,3 cents on ounce, while ultinately 
& Feduetion in the fineness to .900 would be desirable (giving a melting 


« 319 « 


point of $1.00 an omnes), it is probably best te continue issuing the 
preswt xiyale during the initial period of the Bank's operations. 
There is a demand on the part ef the publie fer gold ooins as a 





means of holding savings. If geld coins should be issued, the Benk 
should not attempt to fix their value in terms of riyals, nor should 
the gold coin be given legal tender status, 
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COMMENTS ON DEAF! OUTLINE | 

Kup Sl | 
g70f The following comments are grouped under the section 


headings used in the outline. 


Functions and Organization 
1. It is assumed that the relation of the Central Bank to 
the Government will be very carefully delimited in the final pro- 
posal. We have in mind that rather explicit cheeks and controls 
must be established in order to insure against abuses such as 
excesSive or improper loans, ete. which would only lead to the 
depletion cf the Central Bank's resources, inflation and other 


difficulties. 


2. The Central Bank should not perform ordinary commercial 


banking functions. It is undesirable that the currency issuing 
agency of the country shoulc be associated with the making of 
commercial loans or other commercial transactions, 

If the Central Bank were effectively to engage ina 
commercial banking business, it would require a much larger staff, 
including a number of cxperienced American or Pritish banking 
personnel. The Saudi Arabs have had practically no experience 
with organized commercial banking operations as we know them. 

The only institution in the country which might be considered a 
uw — _wank is the Netherlands Trading Society at Jeddah. It normally 


! OC as! a staff of two Dutchmen, five or six educated Javanese, one 


i% 
Ans!" -gaucated Sudanese and one or two Locals. There are many money 
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‘dealers in Jeddah, Mecca, Riyadh, Hufuf and other larger towns but 
their business consists almost entirely of money changing. In‘ 
Mecca and Jeddah, at least, these money dealers are mainly 
Hadhramantis and though they often neither read nor write they are 
extremely agile in their mental exchange calculations. There are 
several larger and more prominent money dealers with connections 
or branches all over Arabia, who are closely connected with the 
Government through finencial dealings, family ties and business 
partnerships. 

The transaction of a commercial banking business would 
require a most rigid supervision of loans, deposits, collections, 
etc. in order to avoid abusecs. This would be very mech more 
difficult to administer ard guard against in a bank operated by 
the Saudi Arab Government, even under close supervision, than in 
the case of a private commercial bank because of the pressure which 
might be brought to bear upon the Saudi Arab members of the bank 
by local merchants, leading families, members of the royal family, 
etc. 

A further and perhaps most important reason is that if the 
Central Bank were to engage in a commercial banking business, it 
would very likely discourage an American bank from establishing 
branch banks in Arabia. Because of their great experience and 
established connections, trained personnel, etc., we believe it 
would be very mich more desirable and helpful to all concerned, 
including the Saudi Arab Government, to have the commercial banking 
business transacted by a branch of a regularly established foreign 
commercial bank. 
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In other words, we believe the Central Bank should be more 
in the nature of a Federal Reserve Bank or like the Central Banks 
of other countries whose functions are limited to issuing and 
regulating the currency of the country, acting as fiscal agent of 
the country in the collection and disbursement of the country's 
revenues, buying and selling foreign exchange, advancing money to 
the Government within the prescribed limits, etc. 

3. It would seem desirable for the proposal to authorize 
a subscription of additional capital by the SAG over and above the 
capital subscriptions to be paid for with lend-lease silver. 

These additional subscriptions to capital might be in the form 
of gold or silver bullion or coins. 

4. Having in mind that during the first couple of years 
of the operation of the bank, redemption of paper money for silver 
coins is going to be vey high, it mst be contemplated from the 
outset that additional substantial subscriptions to capital will 
be required. 

5. The setting up of the management of the bank presents 
several practical problems: 

ae Would it be desirable to provide that the 
three members of the board to be nominated by the 

King should be Saudi Arabs? 

b. It is proposed in a later part of the out- 

line that certain action by the directors should be 

unanimous. While it is clear that some restrictive 


procedure mist be prescribed for action taken by the 
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Avevioxs, it may be cumbersome to require unanimous 

action on any occasion. It may well be that the 

three Arab members of the board will come from widely 

separated places, for example, one from Al Hasa, one 

from the Nejd and one from the Hedjaz. In that event 
there might be considerable delay in getting all of 

the board members together for meetings. 

c. Would it be desirable to provide for an 
executive committee composed of one Arab and the 
English and American members with the requirement of 
unanimous action by this committee in respect to 
certain functions? 

d. The powers of the managing director mst 
be very carefully defined; particularly so, if the 
managing director is other than an American. 

6. If the Central Bank's operations do not include a 
commercial banking business, then it is assumed that the bank 
would not have the power to establish agencies outside of Saudi 
Arabia. 

7. With a view to protecting American participation in 
the bank, it is suggested that the proposal include a provision 
to the effect that so long as there is any balance outstanding 
on the SAG's lend-lease silver account, no alterations, amendments 
or additions should be made to the bank's charter or by-laws with- 


out the consent of the American member. 
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Note and Coin Issue 


8, The outline states that the bank would maintain gold, 
dollar or silver reserves against outstanding notes. Since the 
notes issued by the bank will be silver certificates and redeemable 
only in silver, should the reserves held against the redemption of 
notes not be entirely in silver? The bank might, of course, hold 
gold reserves to maintain the international stability of the 
currency. 

9. In the note under Section II under the heading "Note 
and Coin Issue", reference is made to the setting up of a seniorage 
surplus account. It is not clear how this account will be 
created. The proposal contemplates that the obligation to repay 
the lend-lease silver will be solely upon the SAG. It further 
contemplates that the SAG will subscribe ten million riyals to 
the capital of the bank. In payment of this subscription the 
SAG will turn over to the bank the ten million riyals resulting 
from the lend-lease silver. The bark will, therefore, have as a 
liability item a capital account of ten million riyals. How would 
it then be able to set up a surplus account in the amount of the 
seniorage profit arising from the minting of this lend-lease 


silver? 


Fo Exch Operatio 


10. The outline proposes the establishment of dollar-riyalg 
and sterling-riyal¢? exchange vaten. Are complications likely to 
arise from tying the riyals to two foreign currencies which may 
not retain the same relative relationship? For example, sterling 
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may depreciate vis-a-vis the dollar. Would it be better to pro- 
vide that the riyal should be on a dollar or gold bullion or ex- 
change standard and that the unit of account, that is, the 
riyal, should be expressed in terms of dollars or gold of 
specified weight and fineness and in terms of the pound sterling 
at the present rate of sterling to dollars? 


Bank Operations 


ll. As mentioned above, it is strongly urged that the 
bank not engage in any publie or commercial banking operations. 
Many of the operations mentioned under this heading would, there- 
fore, be eliminated. Particularly, we have in mind that it would 
be most undesirable for the bank to make loans against real 
property. It is suggested that the only loans which the bank 
should make are those which, within proper limits, it is authorized 
to make to the Government. 

12. The word “interest" is used in this section of the 
outline. In view of the religious objections to charging interest, 


those charges are usually referred to as special commissions, 


Allocation of Earnings 


13. Under Section II (b) it is suggested that the earnings 
in excess of dividends be apportioned fifty per cent to the Govern- 
ment and fifty per cent to the earned surplus of the bank until 
such time as the bank has an earned surplus of ten million riyals, 


General 


a4. It is suggested in the last paragraph of the outline 
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that there should probably be a reduction in the present fine- 
ness of the riyal but that for the time being it is probably 
best to continue with the present riyal during the initial period 
of the bank's operations. We suggest that very careful considera- 
tion should be given to this point. So long as the Saudi Arab riyal 
contains, as it does now, approximately twice as much silver as 
the rupee, it is going to be difficult to maintain the Saudi Arab 
riyal in circulation. Cheap money will drive out the good 

money and there will be the same tendency as at present for the 
silver riyal to flow out of Saudi Arabia, and to be hoarded or 
melted down in the neighboring countries in the Persian Gulf area. 
It would seem that if the riyal is ever to be debased, the time 

to do it would be upon the inauguration of the present plan 
rather than after it has been in operation for some time. If too 
much opposition. were encountered from the SAG to the debasing of 
the riyagl, consideration might be given to the introduction of a 
new coin with some other name but having the same size, weight 
and fineness as the rupee. 

15. Netherlands Trading Society has not been permitted 
to use the word "Bank", The objection is based on religious 
grounds. Many of these very strict interpretations and rulings 
are breaking down, however, and it may well be that no objection 
will now be encountered. 

16. The establishment of a Central Bank in Saudi Arabia 
will cover one phase of the setting up of an orderly financial system, 


Concurrently it is also necessary to take two other steps, namely, 
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the establishment of an orderly fiscal system and the establishment 
of an adequate private banking system. 

Unless the country's fiseal system is put in order and 
proper checks and controls are established with respect to the 
government's revenues and expenditures, the finances of the govern- 
ment will continue to be as haphazard as they have been in the 
past. The successful circulation of both silver coins and the new 
silver certificates will be largely dependent upon the operation 
of the country's fiscal system. 

The indications are that at least one American bank is 
seriously interested in establishing one or more foreign branches 
in Saudi Arabia. This move should receive every encouragement 
and when the bank which is most interested in this development 
decides upon a definite program which it would like to follow, it 
might be desirable to bring them into the discussions relative to 
the organization of a Central Bank. 


February 10, 1944 
Washington, D. C. 
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SUBJECT: Possible Es tah ye a Branch of the Eastern Bank mM 
at Al Khobsir ie Sauda’ 3 bias .—O 
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oy 
PARTICIPANTS: Mr, J. W. Russell, Second Secretary, British Embassy ° 
Mr, Merriam, NE, on 
_—— ddo.™ 
DEPARTME > 
£A:RTMHET 
COPIES TO: FMA i¢ (* qQ-9-4 - \ 
Jidda. TEFSEP 9 - 1944 n 
WWERTON N 
NEAR CASTFRN AFFAIRS | | ps 
During the course of a brief call principally for the 
eh pets of leaving a memorandum containing the latest 

ritish views on the Gellatligy Hankey loan question, oO 
Mr, Russell showed me a telegram dated August 31, 1944, z 


received by the British Embassy from the Foreign *orrice. 
This telegram was to the effect that the Foreign Office 
had received a telegram from Jidda stating that the 
Eastern Bank proposed to establish a branch at Al Khobar, 
eastern Saudi Arabia. The Foreign Office's comment was 
that it perceived no objection but desired the State 
Department to be kept informed, 
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